could scarcely begin to cope with it. The borrowers lacked business experience and the ability to enforce their meager legal remedies. Their need made them desperate. Their only source of credit or loans was the money bootlegger, whose extortionate charges and harsh collection methods earned the term "loan shark."
These economic and social changes had been gradual and only a few realized that they called for drastic changes in the usury laws. Lawmakers clung to the age-old concept that charging over 6 per cent was malum in se, and hence the sorry succession of efforts to put out the economic fire by statutory prohibitions and penalties. Inevitably the conflagration raged hotter.
Eventually, starting in the eighteen nineties, a few industrialized states were forced to a more realistic attitude. They enacted experimental laws which timidly, or unconsciously, recognized that wage earners must borrow when the thin gap between wages and necessities closed. Finally, in I9o7, the Russell Sage Foundation entered the lists as a champion of the wage earner, and combating the loan shark then began in earnest. By 1916 the Uniform Small Loan Law' had been drafted as the weapon for that purpose.
This law has virtually eliminated the loan shark wherever it has been enacted in full. It has done so by permitting a regulated, commercial, competitive source of consumer loans to operate at much lower than the loan shark's rates though substantially higher than ordinary usury limits. By 1940 there was wide public acceptance of this law and the operations under it. The most serious opposition to its maintenance and extension came from loan sharks operating in unregulated states, licensees who wished to capture additional profits, and other lenders whose operations would be affected.
That was the situation when the earlier article was written. What are the most important subsequent developments? What influences have been at work and what changes have they produced?
Because the important developments during this period include legal, economic, and social changes which affect business and government and the daily lives of our people, it is impossible to review them chronologically, by cause and effect, or on any other single plan. There are, however, certain crisscrossing lines of cleavage which suggest the following headings under which appropriate material may be grouped:
I. Influence of Russell Sage Foundation. II. Small loan legislation-recapitulation. III. Newer types of consumer lenders-their regulation. IV. Larger loans and smaller profit margins. V. Convenience and advantage provision. VI. Credit life and disability insurance. VII. Special constitutional problems. VIII. Trend toward a code.
IX. Regulation W-economic considerations. X. The present situation.
I INFLUENCE OF RUSSELL SAGE FOUNDATION
To the Russell Sage Foundation, an endowed philanthropic agency, must be credited the sound statutory foundation of the small loan (consumer finance) business.? The Foundation began its work in the remedial loan field in 1907. 8 Its studies dislosed a vital need for small loans among wage earners which was not being met by orthodox lenders but rather by loan sharks who cruelly exploited their victims. One result was the drafting in 1916 of the model Uniform Small Loan Law which has been the guide for all effective subsequent small loan legislation
The following over-all, inclusive, maximum monthly rates, computed strictly on the unpaid principal balances of money actually advanced to the borrower, without discounting or compounding, are allowed by existing small loan laws on all or a portion of the loan balance: 3-2 per cent in 7 states, 3 per cent in 19 states, 2-Y/ per cent in 6 states, 2 per cent in one state, and slightly over 2 per cent in 2 states; and one state provides for interest and fees.
After releasing its first draft of USLL, the Foundation continued to observe and study consumer finance and the effects of laws regulating its various aspects. GLENN, BRANrr AND ANDREWS, id. at 65. "The principal features of the Uniform Small Loan Law have been summarized: "(I) licensing ... of lenders; (2) special authorization to licensees . . . to charge a maximum monthly per cent rate on unpaid balances, which is substantially greater than the general usury maximum; (3) prohibition against extra charges; (4) detailed regulations as to the conduct of business by licensees; (5) prohibitions against evasions by licensees and non-licensees; (6) supervision by a state official; (7) criminal and civil penalties for violations; (8) maximum loan size to which the act applies, originally $3oo but usually $Soo or more in recent legislation; (9) exemption of banks, industrial banks, building or savings and loan associations, credit unions, and pawnbrokers. The regulations as to the conduct of business are designed to protect small borrowers from the fraud and oppression possible because of their inadequate bargaining position. These include, for example, a prohibition against misleading advertising and requirements that the lender give the borrower a statement of his loan transaction and a receipt for each payment. Unlicensed lenders, unless expressly exempted, are specifically limited to the maximum provided by the usury law and are subject to severe penalties for exceeding this maximum either directly or by subterfuge." Its published material and presentations at hearings gained the support of legislators, public officials, Better Business Bureaus, Legal Aid Societies, labor unions, philanthropic organizations, and other public spirited groups, for legislation which it recommended. Seven drafts of the Foundation's uniform bill were published, the last in 1942. The basic principles of the first draft were continued in all later drafts. Changes merely improved the law to meet changing conditions. 5 By x942 the Russell Sage Foundation had come to believe that its work in this field was largely completed. The principles of sound regulation and rate statement had been tested, proved effective, and accepted. Thereafter the Foundation diminished its activity. The untimely death of Dr. Roll Nugentl shortly after World War II ended its active participation, though the influence of its pioneer work of course continues to be a vital factor.
No like agency has emerged to assume the role of protector of the consumer debtor. Without the leadership of a strong and universally respected agency, dedicated to the public good, the movement for firm, consistent regulation of all consumer creditors has faltered. In many cases, fundamental differences in the statutory treatment of different types of lending institutions which are actually distinguished from each other only by their names and business histories, have been perpetuated instead of being broken down. A few states have recently abandoned some of the basic concepts of the Uniform Small Loan Law.
Studies of small loan and sales finance problems are being continued by professors and research institutions. This promotes an understanding of consumer credit and provides a constructive influence on regulatory legislation. The efforts, however, are uncoordinated and insufficiently publicized. Although the National Consumer Finance Association and its Law Forum have published much useful material, 7 there has been no impartial headquarters for the dissemination of findings or publications.
Since 1942 there has been moderate need for revision of the Uniform Small Loan Law. To meet this need the National Consumer Finance Association in 1948 drafted and published a Model Consumer Finance Act which preserves the basic features of the Uniform Small Loan Law. It differs in important details and it has been considerably simplified, continuing a process started by the Foundation. It is an endorsement and perpetuation of the principles of the Uniform Small Loan Law. When "Combating the Loan Shark" was written, 27 states had effective small loan laws resembling one or more drafts of the USLL, three states had partially effective small loan laws, and five had laws resembling the USLL which were ineffective because the permitted rates were too lowY s Since then six additional states (Idaho, Nevada, Oklahoma, South Dakota, Washington, and Wyoming) have enacted small loan laws either patterned on or strongly influenced by the USLL, although the laws of all these states except Idaho and Washington are deficient in important respects. The 36 states now having effective or partially effective small loan laws include most of the large industrial states and have about 79 per ceht of the United States population against about 74 per cent in i94o. Under these laws, small loans totaling $2,67i,oooooolo were made in 1952.
Late in 1939 the Canadian Parliament enacted a small loan law applicable throughout the Dominion, based on the USLL principles, with a $5oo loan limit, effective January I, 1940.1
In addition to the extension of regulation to new states, progress has been made since 1940 in the improvement of then existing laws. The Uniform Small Loan Law was substantially strengthened in the fifth draft (1932) by the addition of broad discretionary powers. The most important were discretionary licensing on the basis of various criteria, power to prohibit dual business operations, and power to adopt rules and regulations. These provisions have since been adopted in many states, either as a part of new small loan laws or by amendment of existing laws. Much of this progress has occurred since 1940. The number of small loan laws having the convenience and advantage licensing restriction increased from 13 to 23;12 the number delegating rule making power increased from 15 to 3o;"' and the number having a dual business restriction increased from 15 to 24.14 That is the score of principal accomplishments since 1940 in extending the frontiers against loan sharks and improving the situation in previously regulated territory. How much remains to be done? ' Loan sharks still operate to varying extents in the District of Columbia, Alabama, Arkansas, Delaware, Georgia, Kansas, Mississippi, Montana, North Carolina, North Dakota, South Carolina, Tennessee, and Texas-all because of the lack of effective small loan laws. Where these unregulated areas are bordered by states having modern small loan laws, the loan shark situation is improved by the access of consumers to legitimate loan facilities.
Loan sharks also operate to a relatively minor extent in states having deficient or only partially effective small loan laws. The task there is to modernize such laws.
The 1953 loan sharks are a hardy, agile lot, conditioned by having survived half a century of efforts to eliminate them. As always they thrive best in the centers of population where dependence on wages is greatest. But today industry flourishes in small towns and this is being accelerated by the national policy to disperse large plants. Eight of the twelves states remaining unregulated are in the south where industrialization has been recent and high-rate illegal lenders are most strongly entrenched.
There are indications pointing toward the extension of remedial legislation, however. The increased loan shark activity that has come with industrialization has aroused new public interest in the problem. Rumblings of public discontent with unregulated lenders are heard in all the unregulated states. In Arkansas, the unconstitutionality of a 1951 loan law and the futile attempt in 1952 to amend the constitution were widely publicized and may have laid the ground work for constructive action. In Texas, bar association committees and many others are earnestly striving for law enforcement and a constitutional amendment. In Kansas, the Attorney General has recently instituted injunction and receivership proceedings against numerous loan shark offices.' 5 All these situations will, of course, be liquidated eventually. III
NEWER TYPES OF CONsUMER LENDERs-THEIR REGULATION
Before 1917 loan sharks were virtually the sole commercial source of loans to finance family needs. The principal objective of the original small loan laws therefore was to eliminate loan sharks and create a regulated, comparatively low cost source of credit to replace them. Other lenders, notably banks, were specifically exempted from the privileges, regulations, and penalties of the small loan law. Sales finance transactions have usually been held not to be loans and thus sales finance companies were, in effect, exempted. 6 The operations of Morris Plan lenders (now called industrial loan companies) created minor problems but they were usually exempted. Credit unions, pawnbrokers, and sometimes remedial loan associations, were also exempted because special statutory regulations were otherwise provided for them. This centering of legislative attention on loan sharks and licensed lenders worked out very well while other types of lenders did not make small loans in substantial volume. The field was circumscribed by the actual practices and the law covered the entire field. By the late nineteen thirties banks and industrial loan companies, however, were making a large volume of small loans. During World War II when consumers' durable goods were not available, the sales finance companies also entered the consumer loan business. As the participation of these three comparatively unregulated groups expanded in this field, their operations increasingly overlapped those of licensed lendersP"
Most of the new consumer lenders were usually reasonable in their average charges although their methods of operation produced a wide range of rates of charge, very high under certain circumstances.
Because they were exempted from the small loan law and not licensed under it, they remained subject to the general usury laws which their charges violated. To camouflage this and for competitive reasons they elected to conceal their true rates. and amounts of charges by discounting an amount of interest computed on the original face of paper repayable in installments, by charging fees and fines, and by failing to give full rebates on prepayment. This behavior was another result of the law lagging behind economic changes.
These conditions led to piecemeal legislative action which, unfortunately, lacked any consistent plan or philosophy. Because this did not develop until toward the end of the Russell'Sage Foundation's activity, it did not perfect model bills applicable to the new types of consumer lenders. The Foundation did propose an experimental personal loan bill for banks which was rejected by the banks as too onerous, although Nebraska enacted a modified version3 s A similar effort for a model sales finance act also failed for the same reason. The statutory regulation which subsequently developed was the result of uncoordinated legislative action based on the fortuitous circumstances surrounding each separate enactment.
Banks. New York in 1936 enacted a fairly comprehensive regulatory law applicable to the personal loan departments of banks 1 Iowa, Nebraska, New Jersey, and Pennsylvania later enacted laws providing some degree of regulation for the consumer loan operations of banks. The initial bank legislation tended merely to set maximum amounts and to validate discounts, fees, delinquency and collection charges, and other methods of operation without providing regulations in the borrowers' interest. The seriousness of these omissions remains to be appraised. The strict regulations of the small loan law are scarcely needed in the case of banks, but some degree of regulation is essential. Their consumer loans are in larger average amounts, a fact which implies less necessitous borrowers. The responsible nature of the average bank affords a certain protection to the borrower, although it may also tend to lull him.
Twenty states now have laws authorizing banks to make charges on installment loans exceeding the general usury law maxima. 20 Four additional states (Connecticut, Massachusetts, Maine, and Rhode Island) have such laws but they are restricted to savings banks and savings departments of commercial banks. In 23 states, including the above 4, banks may make installment loans without special authorization, either because they are not subject to interest restriction, 2 1 or the usury law permits a comparatively high rate of interest," or other laws permit greater charges on installment loans than the general usury maxima.
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Industrial loan companies. Their early operations were another effort to supply a demand which antiquated usury laws at that time made it impossible to supply on a legal basis. Industrial loan companies originally relied on the sale of investment certificates as a device to conceal the rates of charge on loans. By requiring the borrower to purchase an investment certificate on the installment plan and by crediting his payments to the purchase instead of to the loan, the true rate of charge was made less apparent. They also used expense charges, delinquency fines, and other devices to eke out a commercially practicable rate of charge.2 Their average charges obtained by the discount and fee method only, aggregated about 17 per cent per year, but these were greatly increased in the average case by other means. 25 These companies eventually obtained enabling laws in 29 states 2 " and Hawaii, most of which contain virtually no provisions protecting the borrower. The more recent laws and amendments provide some protection in the form of "more candid authorization of rates of charge,-requirement of a refund on prepayment when 20 Ark., Cal., Colo., Conn., Fla., Ga., Ind., Ky., Me., Md., Mass., Mich., Minn., Mont., Neb., N.Y., N.C., Ohio, Ore., Pa. R.I, S.C., Tenn., Tex., Utah, Va., Wash., W. Va., Wis. For citations to these laws and reprints of some of them, as of 1952, see BARRsrr, op. cit. supra note 4. " charges are taken in advance, and restriction against repetition of fee charges. Among such laws are the Maryland Industrial Finance Law s (1945) with a $1,5oo maximum, the Pennsylvania Consumer Discount Company Act (1937) with a $2,ooo maximum, amended in x947;o an old Wisconsin statute with a $2,ooo maximum, amended in 1947;' and the Indiana Industrial Loan and Investment Act, as amended. 1 These four laws are used by small loan licensees to make loans in amounts larger and at rates somewhat lower than those permitted by small loan laws. Sales Finance Companies. Installment vendors and the sales finance companies which purchase their sale contracts at a discount, operate on the legal theory that such transactions are not loans and hence are not subject to the usury and small loan laws. These transactions were virtually unregulated in 194o except in Indiana, Massachusetts, and Wisconsin. 2 With the extension of sales financing to inexpensive articles, soft goods, and luxuries, the abuses inevitably multiplied and called for regulation to protect the buyers. By 1953, 16 states and Hawaii had imposed varying degrees of regulation on sales financing.33 The only common feature of these laws is the requirement that the terms and related.information of sales contracts be disclosed-an essential requirement in any consumer credit transaction. This is the sole requirement found in the Massachusetts, New York, and Virginia laws. Most of such laws also provide for licensing of sales finance companies and sometimes dealers, and require refunds of unearned charges on prepaymentO 4 Some fix maximum finance charges.
Sales finance companies have expanded into the small loan field. This can legally be done in most states only by obtaining a license under the applicable small loan or other consumer loan law. The Oregon Motor Vehicle Finance Act" 5 regulates lending on automobile security. The question at once arises whether conducting the small loan and sales financing businesses together will "facilitate evasion of the small loan law" and require denial of the license. The Nebraska small loan law was recently amended to permit the small loan business to be operated in conjunction with the sales finance and insurance businesses, 6 a questionable step. The possibility of abuses arising out of the conduct of the two businesses together has been suggested in several cases. A licensed Ohio lender purchased an automobile installment sale contract and refinanced it by a small loan without refunding the unearned finance charge, and the court ruled against the lender 3 7 In California a licensed lender made a loan partly to finance the purchase of a truck which the lender sold to the borrower under a mortgage; the lender was held to have violated the Motor Vehicle Installment Sales ActO s A California legislative committee found that sales finance companies were refinancing sales contracts under the small loan law without refunding unearned sales finance charges, and that this practice resulted in misdirected criticism of the small loan law 3 9 Defects in regulation of consumer lenders. The continuing hodge-podge of differing rates, methods of rate statement, regulations, and administrative systems in the regulated states presents a most serious problem and a challenging opportunity in the consumer credit field. 40 The great need to integrate and harmonize these laws is illustrated in states where there is a weak companion law to a strong small loan law. There the companion act provides a ready means of avoiding the restrictions of the small loan law.
Oregon and Utah have adequate small loan laws but their industrial loan laws permit discount and fee charges yielding more than 2 per cent a month and, under some circumstances, more than 3 per cent a month, 4°* with meager protection of the borrower. Lenders may choose the law under which they will operate. South Dakota in 1953 enacted a small loan law and also a discount and fee loan law; the latter, though intended primarily for banks, is already being used by other lenders to avoid the small loan law. In Wisconsin effective regulation of consumer loans was handicapped by sections of the usury act which permitted sufficient charges for the larger loans, under which both licensed and unlicensed lenders made loans. In 1947 the sections were revised 41 and surrounded by regulatory safeguards, including restrictions on the refinancing of loans under a different law than that under which they were made.
In several states licensees under the small loan law also make loans exceeding $300 under other laws which provide inadequate regulation and do not mesh with the small loan law. Massachusetts licensees charge more for the larger loans which are subject only to the Tender Act 42 than for loans of $300 or less under the small " Porter v. Interstate Securities Co., 37 Ohio Op. 194 
LARGER LOANS AND SMALLER PROFIT MARGINS
On the basis of the studies completed in 1916, the first small loan laws were drafted to apply only to loans of $3oo and less. The emergency needs of an average wage earner were then met by $3oo. In 1922-23 the average loan was "somewhere between $113 and $127."4
The $3oo loan limit was fixed by most small loan laws which became effective before 1940, with the noteworthy exceptions of the early Ohio and Nebraska acts which had no size limit. In the seventh draft (I942) the Foundation stated that a maximum of $4oo or $5oo would be warranted in some states.
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It became apparent shortly after 1940 that the $3oo loan limit had become insufficient on a nation-wide basis and that failure to increase it was creating serious mischiefs in the regulatory plan. Individuals whose needs had formerly been satisfied with $3oo now required $500 to $750 for the same purposes. The original $15o borrower might now need $35 o . Wage earners were obtaining two, three, or more loans from different licensees. As rates generally decrease with the increasing size of the loan, borrowers were usually paying higher rates for their money under two or more loan contracts for smaller amounts. Because the smaller loans cost the lender more per dollar lent, dividing up an indebtedness into smaller parts caused an uneconomic waste.
Between 194o and 1951 the average size of small loans nearly doubled. In Illinois this increase was from $133 to $252 and the average loan balance increased from Siio to $2o9. 48 The maximum loan under the Illinois law was increased from $300 to $5oo in I947.
'
A loan limit exceeding $3oo has been adopted in 17 states since 1940, including 8 states that replaced an effective $30o limit 50 A $5oo limit may now be outmoded; Paralleling the decrease of dollar purchasing power as a cause of the increased size of consumer loans, there has been an expansion of the reasons for borrowing. The period under review has been one of high employment, increasing wages, improved living standards, and a steady increase in the articles believed by consumers to be essentials. Yesterday's luxuries are today's needs. The wage earner now requires goods and services of a higher and more expensive order than ever before.
Wants have tended to be added to needs as an actuating force of consumer borrowing. Much sales finance paper is later refinanced by small loans. Insistent desire is only a little less potent than need, in reducing a borrower's caution and his bargining power. 53 Hence it is almost as desirable socially for the law to equalize the bargaining power of the wage earner borrowing to fulfill a want as to meet a necessity. In either case the wage earner would be a likely loan shark victim unless a regulated source of credit is provided. History has proved that the state must foster a regulated source of credit for necessitous persons, whether or not it is also patronized by those of lesser need.
The same economic changes which forced larger loans have greatly increased the costs of lending. In contrast, maximum rates of charge for larger loans (and in some states for the smaller loans) have decreased. 54 This squeeze of profit margins has been only partially offset by improved operating efficiency and by the increase in dollar income per loan resulting from the larger amounts lent. The result has been a progressively lower rate of net return since i940. 5 The changes which have occurred are illustrated by the statistics in Table I5 for Iowa and Virginia, which have a maximum $300 loan, for Illinois and New York which have increased their maximum from $300 to $500 since 1940, for Ohio which has permitted larger loans since before i94o, and for Wisconsin which has a $300 maximum but has permitted licensees to make larger loans under another law since before 1940.
maximum loan size of $300 but licensees made larger loans on varying bases. The original Wyoming maximum loan size was $15o, but licensees made larger loans under a discount law. Cal., Me., Mo., Nev., Pa., S.D., Wyo. 52 Ariz., Colo., La., Md., Mass., N.H., Ore., R.I., Utah, Wis.
' Hubachek, supra note 8, at 130. 14 E.g., for loans of $300 or less there were the following reductions in maximum rates: Md., from 3-!/z to 3 per cent (1943); Mass., statutory ceiling on Commissioner's rate-fixing power reduced from 3 per cent to marginal 2 per cent (946); N.Y., from 3 per cent on first $15o and 2 per cent on remainder to 2-'/ per cent on first $Soo and 2 per cent on remainder (1941); Va., from 3-Y2 to 2 per cent (1942), subsequently increased to 2-Va per cent (944).
Ohio changed from 3 per cent on the first $3oo plus a S fee on loans of $5o or less to 3 per cent on the first $x5o and 2 per cent on the Increased loan limits were accompanied by sharply reduced rates on the larger portion of the increased loan. The monthly rate on such large balances is Y2 per cent in Connecticut, New Jersey, and New York, /4 per cent in Michigan and Nebraska, i per cent in Illinois, Nevada, New Mexico, Pennsylvania, and Wyoming, and i-Y2 per cent in Maine. In Illinois, Michigan, and Nevada there was a reduction also in the maximum charge on loan balances of less than $3oo.
California in 1949 extended its 2 per cent maximum rate between $ioo and $300 up to $500 and imposed a % per cent per month limit on the larger balancesY 
$3oo up to $5ooY
s South Dakota in 1953 set a maximum of % per cent per month on balances between $3o0 and $2,500
As a result of the reduction in rates of profit, many lenders who previously charged less than the legal limits have increased their rates toward the maximum with consequent reduction of competition between lenders. Resistance to further lowering of legal maximum rates and support for rate increases are increasing. Evasive devices to increase charges are on the increase, notably the forced tie-in sale of credit life and disability insurance.
V CONVENIENCE AND ADVANTAGE PROVISION
The most complex administrative problem which has arisen sinee 194o concerns the determination of whether a small loan license "will promote the convenience and advantage of the community in which the business of the applicant is to be conducted." This provision originated in the fifth draft of USLL in 1932 and is now found in slightly varied forms in the small loan laws of 23 states. 60 Its main purpose was to prevent over lending and the attendant'evils resulting from excessive competition.
6 ' There is a strong difference of opinion among informed persons as to whether this provision has accomplished its purpose and whether it is a desirable addition to the USLL. It has been applied with varying degrees of strictness in different states and sometimes at different times within the same state. The meaning of "convenience and advantage," and to a lesser extent of "community," as applied to specific factual situations has been before numerous licensing officials and several courts. These terms provide sufficiently definite standards to satisfy constitutional restrictions on delegation of legislative power, the requirement having been uniformly sustained against constitutional attack.
6 2 New judicial interpretations must occur, however, before "the convenience and advantage of the community" will acquire a predictable meaning. Decisions involving comparable restrictions in the banking, public utility, and radio field are only moderately helpful as the factual situations are so differentes When supported by adequate findings and proof, administrative denials of licenses under this provision have been upheld by the courts, 4 but the opinions have neither identified the controlling factors nor indicated the weight to be given to each. The administrative findings and conclusions do not settle on any criteria as decisive.
In New Jersey proceedings, 65 the Commissioner has considered such factors as population, retail sales per licensee in the community compared to those throughout the state, whether a city is a trade center for outlying territory, the number of banks and credit unions making similar loans in the community, competition between licensees in other cities and licensees in the community, and whether existing licensees have sufficient capital and credit to meet the community's demand for consumer loans. 6 A New Jersey decision indicates that the "community" is not necessarily the area within municipal boundaries. The New Jersey and Washington commissioners and courts have disregarded the fact that an applicant charged a lower rate than existing licensees. 8 In contrast, the New York administrator gave weight to a stipulation providing for cancellation of the license if the applicant should increase its charge above 2 per cent per month, which was less than the maximum permitted rate, and was upheld by a trial court. 69 Provisions requiring a hearing have been interpreted and enforced in two cases.
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New Jersey courts have held that the licensing official must make findings of fact to support a denial. 7 ' In Washington, where the Act provides for a trial de novo on appeal from a denial, the Supreme Court held that this was an unconstitutional delegation of non-judicial power to the courts. 
VI

CREDIT LIFE AND DISABILITY INSURANCE
The prohibition against extra charges in the small loan law is in such sweeping terms that it should be construed to prohibit credit insurance charges, except in a few states where they are specifically authorized. The recent interest of licensees in obtaining extra profits from selling credit insurance is due to various factors, including: the entrance into the consumer finance business of lenders who had previously made loans only upon security and were not familiar with the philosophy of the USLL; the reduction in profit margins already mentioned; and the mushroom growth of small insurance companies specializing in insurance sold in connection with consumer credit transactions.
Insurance as security for necessitous small loans is foreign to the original concepts of the USLL. Most small loans to consumers are not secured, in the customary sense of the word. 7 Originally only two types of security were commonly taken, mortgages on household goods and wage assignments. 7 4 Such mortgages, usually unrecorded, were valuable only for psychological effect, 76 and wage assignments merely assure delivery of part of the borrower's earnings which remain the primary source for repayment.
The practice of requiring or selling credit life, health and accident insurance began in areas of consumer credit which were not subject to the small loan law. The first litigation over insurance charges under small loan laws involved merely the licensee's right to require insurance on automobile security and did not involve his profiting from the sale of insurance. The hazardous nature of automobile security and the lack of profit to the lender made a strong case. Applying the reasoning by which extra charges incident to the furnishing of security have been sustained under general usury laws, several state courts resolved the issue in favor of the lender. 7 Encouraged by these decisions applicable to insurance sold in good faith by third parties, some licensees started to sell credit life and disability insurance to their borrowers, profiting from the commissions in addition to the statutory charge. It was contended that credit insurance is necessary and that borrowers usually want it when offered. Both contentions disregard the fact that from 40 per cent to over 8o per cent of the prefiiium is retained by the lender, directly or indirectly. Profiting from the sale of credit insurance in addition to the charges permitted by the small loan laws violates the cardinal principle of a single, all-inclusive maximum rate of charge. It opens the door to manipulations and devices. Whenever anything has been sold in connection with small loans, abuses have resulted. 7 " Like vitamin pills, life and disability insurance may be good for borrowers, but licensed lenders should no more be permitted to profit from tie-in sales of insurance than from tie-in sales of vitamin piUs. 78 Tie-in sales have always been a favorite device of loan sharks. Pipes, door mats, inkwells, and other articles of small value have been sold at high prices to obtain hidden profits. 79 Such sales are unmanageable elements in relation to a definite and enforceable ceiling on the charges of consumer creditors. If an overall maximum charge cannot be defined and enforced, regulation breaks down.
In the last analysis, open and honest competition between consumer creditors of all types is the strongest hope of the consumer debtor. If a licensee may advertise i per cent a month and obtain 3 per cent by profits on tie-in sales, other licensees cannot compete except by similar methods; the debtor cannot select the lowest price s and the state cannot enforce a rate ceiling. A return to pre-i916 jungle tactics would seem inevitable.
It is a hopeful development that several of the larger licensee companies have commenced to provide their borrowers with the cheaper group credit life insurance, free of extra charge.
Strong pressure has been generated, however, for legislation authorizing lenders to sell such insurance. Small loan laws so amended include Louisiana (1952)81 and Nebraska (,953).2 The Missouri law (i95i) delegates the problem to the enforcement official, who by regulation permits the sale of decreasing term life insurance. The new South Dakota law (1953) permits lenders to sell credit insurance to borrowers of more than $"o. In New Mexico it is sold under implied authority of a 1949 restrictive act. s3 In Colorado where credit insurance sales were tolerated for a time, the Governor vetoed a 1953 bill which would have permitted small loan licensees to sell credit life insurance.
The only appellate court decision sustaining a charge for credit life insurance by a licensee under an orthodox small loan law was a test case on unrealistic facts pleaded by the lender and admitted by demurrer s4 When the validity of such a charge was squarely challenged in another state, it was held to violate the small loan law."" In accord with this decision are opinions of the Colorado and Illinois Attorneys General." These rulings are supported by decisions involving tie-in sales of life insurance by lenders operating under general usury acts or other lending laws.
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VII SPECIAL CONSTITUTIONAL PROBLEMS
Constitutional Interest Maxima. The constitutions of Arkansas, Oklahoma, Tennessee, and Texas limit interest charges to a rate of io per cent per annum. As consumer lending cannot be profitable at this rate, these constitutional limitations prevent enactment of effective small loan laws. Various legislative attempts to evade or avoid these limitations have failed.
The Arkansas installment loan act of 1951 ss purported to authorize certain expense and service charges in addition to io per cent interest. The Arkansas Supreme Court held the authorization unconstitutional as an attempt to authorize interest charges exceeding the constitutional limit under various disguises 8 9 The act was later repealed. 9 The Tennessee small loan act 9 ' originally attempted to permit an expense charge of 3 per cent per month in addition to lawful interest. This act was interpreted to limit rather than authorize expense charges and, as so interpreted, was held constitutional. 9 2
The Oklahoma small loan law 93 authorizes, in addition to interest, an initial charge to cover costs of making the loan and monthly fees to cover carrying costs. This act has not yet been submitted to the Oklahoma Supreme Court.
Texas has two laws which purport to legalize charges in addition to interest. The legality of extra charges under any such law will be subject to challenge by the borrower in each transactionf 7 Even if specific charges should be sustained under such a law in an individual case or cases, it would not provide a sound basis for conducting a consumer finance businessY s It would seem that an effective solution of the loan shark problem in these four states must await amendment or repeal of their constitutional interest limitations.
Arkansas recently attempted to submit such an amendment to the voters, but their Supreme Court ordered it stricken from the ballot because of defects in form 0 The Texas Bar Association has recommended a constitutional amendment and the proposal has widespread support.
Until these constitutional road blocks to sound consumer finance legislation are swept away, the best that can be expected would be only partially effective laws based, in the last analysis, on sham or avoidance.
Missouri One act amended the usury law to authorize certain charges exceeding the general 8 per cent maximum on loans of $400 or less, with certain exceptions 04 The authorized and the maximum rate is 2.218 per cent per month, subject to various regulatory provisions. The second act provides for the licensing and supervision of lenders engaged in the business of making unsecured loans and loans secured by personal property or wage assignments. It applies whether or not the lender's charges exceed the general usury maximum. Banks and other lenders supervised under different laws are exempted from the second act. Special features of the combined legislation include permission to charge the small loan rate on the $4oo portion of a larger loan and to contract for charges either as a percentage interest rate or as a precomputed dollar amount. These and other unusual features are designed to make the maximum rate applicable to and the authorized rate available to all classes of lenders including banks and industrial loan companies.
VIII
TRNm TowARD A CODE
The Missouri i95I legislation, though forced into a peculiar form by constitutional limitations, is the first permissive consumer loan law with a comprehensive plan of regulation which embraces all types of lenders without regard to institutional background, size of loan, method of procedure, or similar characteristics. The practical working out of this legislation is still to be demonstrated, but, as an attempt to grant the same permissions with the same limitations to all consumer lenders, it is a bold step to be carefully observed and considered.
There is a discernible trend in legislation toward a uniform system of regulations applicable to consumer creditors and notably to all types of consumer lenders. The development is not so much toward identical regulations as it is toward an integrated plan of regulation in which each credit agency is regulated in accordance with its own peculiarities but in harmony with the regulations of other agencies.
This process is beginning to reduce the differences between the earlier rigid and the later lax statutes. Small loan companies were originally subjected to overly strict regulation in the early experimental period. Some of the later restrictions have subsequently been made unnecessary by the tremendous growth of consumer lending by other agencies. Later when banks and other new types of consumer lenders sought enabling legislation, the increased public understanding of installment credit had reduced the burden of obtaining legislative approval. Hence enabling legislation for these agencies contained a minimum of, or no, regulation to protect the borrower.
In 1944, Professor George C. Bogert noted the need for more uniform legislation in this field. Regulation W was another step in the direction of a code of regulations embracing all consumer credit agencies. That action was on the economic front and is not cited to prove what could be done by a state legislature with a code of regulations intended largely to protect the debtor. Nevertheless, Regulation W disregarded institutional differences among the sources of consumer credit and many of its provisions were identical for all consumer creditors.
Regulation W was first intended as a war measure to dampen the demand for consumers' durable goods and thus reduce the pressure on scarce materials and services. After the national emergency, the Regulation was reimposed on the theory that consumer credit accentuates booms and retards recovery from depressions." 1 Some believe that the control of consumer credit will assist in minimizing economic fluctuations, but others believe that the volume of consumer credit reflects rather than affects the national economy. The Regulation came and went three times. A mass of figures was accumulated concerning conditions during and after each of these periods. What they prove, if anything, is the subject of a dispute in which this article will not participate. Certain statistics, however, cast a reasonably clear light on some of the characteristics of the different kinds of consumer credit and hence are appropriate for this discussion. for consumer credit have been gathered and issued from time to time on varying bases and with varying explanations and retroactive adjustments. The author assumes no responsibility for the above figures beyond stating his belief that, on averages and in general, they reflect the facts they purport to set forth. Installment sale credit as used in this table is the total of the amounts of "automobile paper" and "other consumer goods paper," as revised by the Federal Reserve Board in its April Bulletin. These amounts include loans for the purpose of purchasing goods and are larger than the amounts previously published which were restricted to credit originated by retail dealers.
X THE PRESENT SITUATION
From 1916 through i93o the regulated small loan business fought for survival against loan sharks and public prejudice. Loan sharks sought to preserve their business by destroying the small loan laws. Their attack was three-pronged: challenge the constitutionality of the laws; obtain their repeal; emasculate them by reducing the permitted rate of charge to an unprofitable level.
Under attack on their constitutionality, small loan laws have always been sustained when drafted in accordance with constitutional title requirements. The last major attack was on the Washington law (941) and in sustaining it the court cited the many prior decisions holding small loan laws constitutional. This decision seems finally to have settled the constitutional questionsj 1 2i
Attempts to obtain repeal of small loan laws have uniformly failed. No state legislature has ever repealed an effective small loan law without enacting another to take its place.
Attacks on rates have met with some success, as in Georgia where the small loan law is now ineffective because the maximum rate was reduced to i/2 per cent per month in i935.25 In other states where the rate was reduced, as in New Jersey in 1929 and Virginia in 1942, it was later raised to a workable level after experience had demonstrated that the reduction was too drastic.
1 23 During recent years the occasional attempts to reduce the permitted rates to an unprofitable level have received little support.
During the last fifteen years the consumer credit business has progressed toward maturity. Most of the banks of the nation had entered the business and Regulation W had dealt with it as a necessary and vital economic factor so that consumer lending was fully accepted. The sheer weight of the amounts of money involved demonstrated its substantial influence on the economy. Understanding and acceptance are shown by the fact that securities of sales finance and small loan companies are listed on the nation's stock exchanges and held in large amounts by insurance companies, pension funds, and other public institutions. The accessibility of capital at competitive rates has, of course, helped to hold down the charges to borrowers.
With the burgeoning out of consumer credit generally, the licensed small loan business has become only a segment of a giant business. The authorized charges of licensed lenders no longer stand out as exceptions to the usury laws, for many similar exceptions have been made for other branches of the business. The public has realized the necessity of higher charges for retail consumer credit than for wholesale business credit, just as it accepts the higher price of coal by the basket over carload prices. The public has tended to regard all forms of consumer credit as a single industry or force. This concept has its dangers. It tends to obscure the special function of the small loan laws-extending cash credit to wage earners to meet their needs. It is to be hoped that the public and the legislatures will not overlook this special function and become less sensitive to the need for firm regulation and an adequate rate in this segment of consumer credit.
The ready public acceptance of sales financing with its high costs is not difficult to trace. It stems largely from the primary association with the automobile industry. In view of the direct relationship between the sales of automobiles and the employment of large numbers in the industry, the public has not been overly critical of the method of financing sales. Since the goodwill of customers was at stake, manufacturers have generally exerted a constructive influence on the practices of controlled or associated finance companies, 124 but competition has worked imperfectly in that segment of consumer credit. The expansion of the consumer credit business in volume, number of sources, and area of social impact has brought new problems of regulation. Clashes between the different types of consumer creditors and the inconsistencies between regulatory laws will continue to plague the business and the administrative officials and also the public. To the extent that regulatory or enabling laws give one segment a competitive advantage, there will be a continuing demand for equal treatment by those who feel discriminated against. Since the legality of all consumer lending is based on exceptions to the usury laws, in states having them, consumer creditors may still have to fight for existence-not only against outlaw creditors but against their competitors doing business under other less restrictive laws.
There is general recognition that consumer credit preforms two indispensable functions: financing family emergencies, which enables our people to cope with temporary financial difficulties, and financing the purchase of consumers' goods, without which it would be impossible to create an adequate market to sustain mass production, low unit costs, and prices within the average family budget. With all its halting and groping the period since 194o has made reasonably good progress toward a rational scheme of regulation which will put each segment of the business in its proper niche and assign to each the privileges and restrictions which it deserves-all in the public interest.
That the small loan law is the effective method of eliminating the loan shark has been abundantly proved. By it more than thirty states have been largely purged of high-rate, illegal lending. The public task remaining in that direction is to enact approved new laws in unregulated states and bring the present laws up to date. In so far as pioneer thinking is concerned, the new problem is to rdgulate in the public interest the diverse, legitimate, business interests which now provide this country with some nineteen billion dollars of consumer credit, of which only about one and one-half billion dollars is provided under small loan laws.
... NUoE.T, op. cit. supra note 17, at 96.
